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“THE DEPARTMENT OFFERS NO OBJECTIONS” 





ENATOR CARTER GLASS’ vigorous 

challenge to the Department of State to 
prove the legality and wisdom of its prac- 
tice of passing on foreign loans has be- 
gun a discussion which should attract 
national attention. There is nothing new 
in the charges made October 13 and Octo- 
ber 17 by the former Secretary of the 
Treasury under President Wilson. He has 
merely put publicly and baldly those criti- 
cisms which for years have been whis- 
pered by many bankers and students of 
international affairs. Similarly the re- 
joinders of President Coolidge and the 
Secretary of State contain only the old 
arguments. The important fact is that 
now both the attack and the defense are 
so in the open that for the first time the 
general public can have some adequate 
sense of the fundamental problems in- 
volved. 

What exactly does the State Department 
do in reference to foreign loans? Accord- 
ing to the official explanation,— 


It does not “approve” loans. 

It does not pass upon their “merits 
as business propositions.” 

Nor does it “assume any responsi- 
bility in connection with such transac- 
tions.” 


It merely replies to the inquiries made 
by the bankers, technically on their own 
initiative, as to whether the Department 
has any objection to a pending loan. If 
there is none, the reply usually takes the 
following form: “I beg to state that in 
the light of the information before it, the 
Department of State offers no objection 
to this financing.” However, in cases 
where the Department has objections, its 
replies vary with the different situations. 
But almost without exception whenever 
an objection has been raised, either in 
writing or orally, by the Department, the 


bankers have acquiesced and withdrawn ° 
their pending offers. In fact, therefore, 
if not in theory, the Department does ap- 
prove certain loans and disapprove others. 


The chief criticisms made against this 
practice by Carter Glass include the fol- 
lowing points: 


(1) “The State Department has no more right 
to prohibit the sale of American credits 
abroad by the National City Bank, or the 
house of Morgan, or all these combined, 
than it has to favor or veto the sale to the 
European trade of the products of General 
Motors, the United States Steel Corpora- 
tion, Henry Ford or other private concerns 
in this country.” 

The Department has no facilities to exam- 
ine adequately or to have worthwhile judg- 
ments on business propositions of such mag- 
nitude. 

The Department cannot pass upon loans 
without assuming a certain moral responsi- 
bility for them both to the individual private 
investor and to the underwriters. 

There are possibilities that foreign govern- 
ments may justifiably feel aggrieved if their 
proposed loans are ‘vetoed. 

“Since there is no authority for the ex- 
amination and review of a proceeding of 
this kind, unauthorized by law, it would be 
interesting to know who is to determine 
whether the power thus irregularly exer- 
cised Was used wisely or improvidently, 
fairly or capriciously, with intent to sub- 
serve the public interest or with purpose to 
enrich some and punish others.” 


Many bankers criticize the Depart- 
ment’s vetoes as futile and mischievous. 
Their ineffectiveness they illustrate by two 
loans to which the Department objected. 
One was the proposed German potash loan 
which the Department disapproved be- 
cause of the feeling that the money would 
be used to develop a monopoly abroad in 
a product much used by American farm- 
ers. The second was the Brazilian coffee 
valorization loan which the Department 
feared would result in higher prices for 
coffee in this country. Both these loans 
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were later placed abroad. Therefore, ac- 
cording to the bankers, the net result of 
the Department’s veto was the loss by the 
American financiers of this business and 
a further loss to the American investors 
who had to pay a higher price for these 
securities when purchasing them from 
abroad. 


Similarly, they insist that it is mischiev- 
ous for the Department, following as they 
think the economic theories of the Secre- 
tary of Commerce, to look askance on loans 
to German municipalities. They argue 
that it has not been proved that such loans 
are unproductive or that they would en- 
danger the capacity of Germany to carry 
out her payments under the Dawes Plan. 
Moreover, they consider that it is not the 
State Department’s business to express 
opinions on questions which are essentially 
economic and non-political. 


Neither the President nor the Secretary 
of State have made a comprehensive reply 
to these charges. The President, as re- 
ported in the press, let it be known October 
14: 

(1) That he had considered from time to time 
the abandonment of this policy but had de- 
cided to continue it because of the fear that 
if there were no supervision Congress would 
enact drastic legislation restricting such 
loans. 

(2) Since foreign loans are a part of the foreign 
relations of the country, they come within 
— purview of the Department 
of State. 


Secretary Kellogg limited himself to a 


statement that the Department’s position. 


had been misunderstood. 


More important than the specific points 
in this controversy are the implications in 
America’s position as the world’s banker.* 
Last week more than $140,000,000 of for- 
eign securities were offered in the Ameri- 
can market. The total for this year, as 
for each of the past three years, is ex- 
pected to be well over $1,000,000,000. 
Carter Glass’ attacks will have served a 
useful purpose if they do nothing more 
than to raise in people’s minds this ques- 
tion: What does the constant investment 
of vast sums in every part of the world 
mean in terms of American foreign policy? 


J. G. McD. 


Stalin Adopts Direct Action 


MIDST accusations of treachery and 

counter accusations of “Bonapartism” 
over forty members of the Trotsky-Zin- 
ovieff Opposition have been expelled from 
the Communist Party. 


The “weeding” of the Communist Party 
is not in itself a new thing. Ever since 
1918 numbers of undesirable party mem- 


*F. P. A. Information Service, ‘“‘America: The World’s 
Banker.” “The Balance of International Payments of the 
United States,”” and ‘Diplomatic Protection of American 
Investments Abroad.’ Vol. III, Nos. 3, 13 and Sup. No. 3. 





bers have been expelled from time to time. 
The present move of the Stalin Govern- 
ment, however, has special significance 
since it is directed primarily against 
prominent Communists who possessed con- 
siderable authority and prestige in the 
Soviet Government. The Communist 
Party is the only legal political organiza- 
tion in the Soviet Union. Non-party men 
cannot oppose the Government or organize 
any group with political objectives. They 
are in fact excluded from any important 
political activity. 


An immediate question, therefore, 
arises: How are the leaders of the opposi- 
tion,—Trotsky, Zinovieff, Kameneff, Rak- 
ovsky and Radek,—going to take the ac- 
tion of the Stalin government? Will they 
choose to repent or continue to attack the 
policy pursued by the government? They 
have an excellent opportunity to do either 
at the coming Party Congress or during 
the celebrations of the tenth anniversary 
of the Soviet Government. 

G. N. 


October 13, the Soviet Ambassador to 
France, M. Rakovsky, was recalled by 
Moscow. He is to exchange places with 
M. Dovgalevsky, former Ambassador at 
Tokio. Thus has ended the long contro- 
versy between Paris and Moscow about 
Rakovsky’s signature to a Communist 
manifesto which is commonly interpreted 
abroad as an appeal to soldiers and sailors 
to betray their governments in case of con- 
flict with Russia. It is worth noting that 
an Ambassador whom France finds un- 
acceptable is considered persona grata by 
Japan. Moscow interprets the French dis- 
approval of Rakovsky as a surrender to 
the anti-Russian policy of Great Britain. 








The History of Reparations, by Carl Bergmann, 
London, Ernest Benn, Ltd., 1927. 


The most recent and valuable consecutive 
story of the reparations tangle. The author 
represented the German Government with the 
Reparations Commission, and later, during the 
negotiations between the Reich and the Allied 
Governments, the Reparations Commission and 
the (Dawes) Committee of Experts, he was his 
government’s confidential adviser. 


American Loans to Germany, by Robert R. Kuc- 
zynski, with the aid of the Council and staff 
of the Institute of Economics. Macmillan Com- 
pany, New York, 1927. 


A brilliant statistician has attempted “by a 
systematic grouping of the facts, to clear a path 
through the thicket which has thus far made it 
well-nigh impossible to understand the signifi- 
cance of these gigantic financial transactions.” 


Our Foreign Policy, published by the New York 
Federation of Progressive Women. 


This “Primer” is a series of questions and 
answers about fundamental phases of American 
foreign policy. It was prepared largely by Mrs. 
Gordon Norrie, a member of the F. P. A. Na- 
tional Council until her death a few months ago. 
Copies are available gratis from the Federation, 
15 East 40th Street, New York. 


The Editors alone are responsible for such opinions as they may express in the News Bulletin. 
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